
Primary care, office practices gain 
in new fee schedule from HCFA
New formula to determine malpractice-related payments introduced 

Medicare’s decade-long march toward what it says will be a
fairer payment system for physicians has taken a major step
forward with publication of the proposed physician fee sched-

ule for the year 2000.
The change would shift more money toward historically underpaid

primary care and office-based practices and away from higher-paying
surgical and hospital-intensive procedures. 

As part of the schedule, the Health Care Financing Administration
(HCFA) proposed changing the method for reimbursing the malpractice
portion of its practice expense payment from the traditional charge-based
approach to the new relative value resource-based (RVRB) system, which
is slated to be fully phased in by 2002. (For details, see story, p. 130.) 

During FY 2000, about $37 billion will be paid out via the physician
fee schedule. HCFA’s practice expense formula determines how $20
billion of this money is allocated to physicians and other health care
providers.

Under last year’s first-stage transitional RVRB schedule, specialists
such as cardiologists took a roundhouse punch in the pocketbook and
were forced to absorb an average 9% cut in their related Medicare fees.
This time, however, the financial losers will lose less while specialties
that get a raise will rise at a slower rate. 

Overall, most specialties will only see their projected fee schedule fall
or increase an average 1% to 2%, HCFA predicts. The impact of the year
2000 proposed resource-based profes-
sional liability component of practice
expense payments also appears to be
fairly minor. The largest cuts, about
1%, mainly affect cardiac and orthope-
dic surgeons, while emergency
medicine physicians see a 2.7% gain.
(For details, see charts, pp. 130-131.)

By shifting to a so-called “top-down” malpractice expense formula
which relies on actual rather than estimated costs, Medicare “continues
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the transition to a fairer physician payment sys-
tem,” says HCFA Deputy Administrator Michael
Hash. “The proposed 2000 fee schedule represents
an important next step in making sure Medicare
pays physicians fairly.”

“I don’t necessarily call our projected 8% fee
schedule cut fair,” says Karin Bierstein, practice
management coordinator for the American
Society of Anesthesiologists in Park Ridge, IL. 

Indeed, a court suit filed last year by a coalition
of 11 specialty societies challenging the legality of

HCFA’s new practice expense procedures is still
pending. 

If victorious — which many consider unlikely
— the suit could force HCFA to toss out its pro-
posed practice expense changes and go back to
the drawing board. “Frankly, I don’t know if any-
one has the stomach for that,” notes one health-
care lobbyist who has been a pivotal player in the
practice expense battle.  ■

HCFA introduces new 
malpractice formula 
Host of other changes proposed

The Health Care Financing Administration’s
(HCFA) proposed physician payment plan

would convert the current charge-based malprac-
tice formula to resource-based relative value
units (RVU) starting next year with no transition
period. 

“Due to the relatively small size of the malprac-
tice component of the fee schedule compared to 
the work and practice expense components, this
adjustment will have less of an impact than previ-
ous resource-based adjustments,” says Pat Smith, a
spokesperson for the Medical Group Management
Association (MGMA) in Englewood, CO. 

According to HCFA’s estimates, most special-
ties will only notice an average adjustment of plus
or minus 0.5% in their total allowed Medicare
charges. “On the two ends of the payment spec-
trum, emergency medicine will increase 2.7% and
cardiac and orthopedic surgery will decrease 1%
under the proposal,” concludes an MGMA analyst
of the proposal. 

In its proposed rule, HCFA suggests it may
have made a mistake by including clinical staff
time for services performed in a facility setting in
last year’s 1999 practice expense data. 

To correct this, HCFA wants to exclude from
its data all staff time allotted to the use of clinical
staff in the facility setting based on the following
reasons: 

• Medicare should not pay twice for a service.
(Facility clinical staff are already paid for under
Part A).

• It is not a typical practice for most specialties
to use their own staff in the facility setting.

• Inclusion of these costs is arguably inconsis-
tent with both the law and Medicare regulations.
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RVU Impact by Specialty 
Listed below are the estimated revenue impact by
specialty of the proposed changes in malpractice
plus fully implemented practice expense payments
in 2002. The exact impact on any practice will vary
depending on its mix of services and sites where
the services are provided:

Specialty % Impact on Payments 

Anesthesiology -8%
Cardiac surgery -9%
Cardiology -3%
Clinics 0%
Dermatology 2%
Emergency medicine 1%
Family practice 2%
Gastroenterology -2%
General practice 2%
General surgery 0%
Hematology/oncology 1%
Internal medicine 1%
Nephrology 1%
Neurology 1%
Neurosurgery 1%
Obstetrics/gynecology 2%
Ophthalmology 0%
Orthopedic surgery 2%
Other physician 0%
Otolaryngology 2%
Pathology 1%
Plastic surgery -1%
Psychiatry -1%
Pulmonary -1%
Radiation oncology 0%
Radiology -1%
Rheumatology 6%
Thoracic surgery -7%
Urology 2%
Vascular surgery 0%

Source: 64 Fed Reg 39,608-39,771 (July 22, 1999).



“Most physician groups would be relatively
unaffected by this proposal across specialty lines.
The majority will experience additional increases
or decreases to total allowed charges from +2% to
-2%, depending on the number of services per-
formed in a facility setting,” says Smith. 

Anesthesiology and cardiac surgery would,
however, be hit hard by the proposal, seeing
additional payment reductions of approximately
-8% over the four-year phase-in of the final prac-
tice expense formula. 

Also, facility-based practices are likely to be
zapped by the change, predicts MGMA analysts.
For example, an academic practice which pro-
vides most of its ambulatory care in hospital
outpatient clinics could experience a significant
drop in its visit and consult payments because
HCFA contends that clinical overhead is paid to
the hospital and should not be part of the Part B
payment. 

Some sample facility codes that would be
effected by these proposed changes include: 

— 99211 Outpatient Visit, est.13.558.68 (-36%)
— 99212 Outpatient Visit, est.26.7421.88 (-18%)
— 99241 Office Consultation 38.5531.26 (-19%)
— 99242 Office Consultation 70.5062.86 (-11%)
In addition to the new FY 2000 fee schedule,

HCFA’s proposed rule contained a number of
other changes:

• Prostate cancer screening.
Effective Jan. 1, 2000, one digital rectal exami-

nation and one screening prostate-specific antigen
blood test would be covered by Medicare Part B
on an annual basis. In a related move, President
Clinton’s Medicare reform measures would elimi-
nate all co-insurance and copayments associated
with health screening tests. 

• CPT modifier -25. 
For procedures where the global surgery rules

do not apply, HCFA proposes that a provider be
permitted to only bill for a separately identifiable
evaluation and management (E/M) service by
using the CPT modifier -25. Because all proce-
dures have an inherent E/M component, for an
E/M service to be billed there must be a signifi-
cant, separately identifiable service documented
in the medical record.

“It is a good thing that HCFA recognizes there
can be a surgical procedure in addition to the E/M
visit,” says Kenneth McKusick, MD, chairman 
of the American Medical Association’s Correct
Coding Policy Committee. However, the change
would also create a major “hassle factor,” he says.
Specifically, it will take time for physicians to learn

how to use the -25 modifier, which will result in
claims being denied in the meantime.

• Nurse practitioners. 
HCFA is revising its recent requirement that

nursing practitioners (NP) have a master’s degree
to prevent qualified NPs who are practicing under
Medicare rules from being excluded from the pro-
gram. HCFA would, however, require first-time
applicants for Medicare billing numbers to have a
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Proposed Payment Changes
for Liability Expenses
Listed here is the impact on total allowed charges
by specialty of the resource-based liability
expense relative value units.

Specialty Allowed Total 
Charges Payments

Anesthesiology 0.3 -0.1%
Cardiac surgery 0.4 -1.0%
Cardiology 3.7 -0.6%
Clinics 1.6 0.3%
Dermatology 1.3 0.1%>
Emergency 0.8 2.7%

medicine
Family practice 3.0 0.5%
Gastroenterology 1.1 -0.1%
General practice 1.1 0.6%
General surgery 2.2 -0.1%
Hematology/ 0.6 0.3%

oncology
Internal medicine 6.4 0.4%
Nephrology 0.9 1.3%
Neurology 0.8 0.5%
Neurosurgery 0.4 0.7%
Obstetrics/ 0.4 -0.6%

gynecology
Ophthalmology 3.8 -0.4%
Orthopedic surgery 2.3 -1.0%
Other physician 1.2 0.2%
Otolaryngology 0.6 -0.2%
Pathology 0.5 -0.6%
Plastic surgery 0.2 -0.1%
Psychiatry 1.1 -0.1%
Pulmonary 1.0 0.4%
Radiation oncology 0.6 -0.4%
Radiology 2.8 -0.5%
Rheumatology 0.3 0.5%
Thoracic surgery 0.7 -0.8%
Urology 1.3 0.1%
Vascular surgery 0.3 -0.2%

Source: 64 Fed Reg 39,608-39,771 (July 22, 1999).



master’s by Jan. 1, 2003. After Jan. 1, 2001, NPs
applying for a Medicare billing number must be
registered and authorized under state law and
certified by a recognized certifying body with
established standards for nurse practitioners. 

• Supervision of diagnostic testing. 
HCFA proposes removing physician supervi-

sion requirements that now apply to tests per-
formed by physician assistants (PA), NPs, and
clinical nurse specialists. HCFA would, however,
require that these practitioners be legally autho-
rized by state law to perform diagnostic tests.
PAs must continue to work under the general
supervision of the physician as per Medicare
employment requirements. 

Clinical Laboratory Improvement Act and
physician self-referral supervision requirements
would continue to apply. (Note: At the time of the
this proposed rule, physician supervision require-
ments that had been scheduled to take effect Jan.
1, 1998, continue to be delayed indefinitely.) 

• Physician pathology services and indepen-
dent laboratories payments.

HCFA ends payments to independent laborato-
ries under the physician fee schedule for technical
component services furnished to hospital inpa-
tients. Under the change, HCFA would only pay
hospitals for the technical component service fur-
nished to inpatients. 

• Anesthesia billing. 
Regulations would be revised to allow anes-

thesiologists and certified registered nurse anes-
thetists to sum up blocks of time around a break
in continuous anesthesia care as long as there is
continuous monitoring of the patient within the
blocks of time. The intent is to allow payment for
instances where there may be a break between
induction and maintenance of anesthesia. 

• Pediatric surgical codes. 
Changes would affect approximately 48 pedi-

atric surgical service codes. HCFA is continuing to
look into the specific changes that will go into the
codes and will propose final values in the final
rule implementing the FY 2000 fee schedule.  ■

RVU benchmarking key 
to controlling expenses 
This formula can boost profits

One of the major changes in Medicare’s new
method for calculating physician practice

expense payments is a differential which attempts
to adjust payouts so the same rate is paid for a
specific service no matter the site of service. 
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How does HCFA set
physician payment?

The Medicare physician fee schedule consists
of three parts: work relative values, practice

expense relative values, and malpractice rela-
tive values. The physician work component
accounts for roughly 54% of the total value of
each Medicare service provided. Practice
expenses account for 41%, while insurance
adds about 3%.

The sum of these values is then multiplied by
a conversion factor and a geographic adjustment
factor. That amount is reimbursed to physicians.
These factors vary according to the type of ser-
vice provided. 

Work relative values have been resource-
based since 1992. Malpractice and practice
expense relative values were based on histori-
cal charges until 1994, when Congress directed
HCFA to change from charge-based relative

values to practice expense relative values by
1998. 

In 1997, HCFA published a rule blending
resource-based practice expenses (RBPEs) into
the Medicare fee schedule. The proposed rule
was generally supported by primary care
physicians and some specialties and opposed
by surgeons and other medical specialists. 

To strike a compromise, the Balanced Budget
Act of 1997 delayed implementation of RBPEs
for one year and implemented a gradual four-
year transition, beginning Jan. 1, 1999. Under
the transition timetable, practice expense rela-
tive values are:

• 1999: 75% charged-based, 25% resource-
based;

• 2000: 50% charge-based, 50% resource-
based; 

• 2001: 25% charged-based, 75% resource-
based; 

• 2002 and beyond: practice expense relative
values will be 100% resource-based.  ■



While not all specialties like the idea, it is
good news for others — particularly office-
based physicians. “Group practices especially
stand to gain substantially under a single-rate
reimbursement mechanism,” says David H.
Glusman, CPA, regional director of Healthcare
Advisory Services at BDO Seidman, LLP in
Philadelphia. 

However, the key to profiting under this new
reimbursement system depends on how well a
practice is able to understand and control its
expenses, he stresses. 

“As a rule, physician practices are known for
having a large percentage of uncontrollable fixed
costs such as rent and malpractice insurance —
and few variable expenses such as medical sup-
plies. This can make cutting expenses difficult,”
says Glusman. 

Drafting an expense budget

According to Glusman, there are several mea-
sures that physicians and practice administra-
tors can implement to help control practice
expenses. “The simplest method of maintaining
control over expenses is to develop a monthly
expense budget and stick to it by comparing
each month’s actual expenses to the budgeted
amounts.”

An expense budget should be viewed as a
financial management tool that sets the ceiling
for each line item. The amount set for each line
item should be based upon an analysis of past
expenses and a projection of future changes due
to expanded activity levels or price increases. 

Most practices simply prepare an annual bud-
get, assuming each month’s expenses are one-
twelfth of the target amount. A more powerful
approach is to “break down each expense item
into monthly costs with variations based upon
past activity levels and seasonal variations in
practice patterns,” he says.

An even more sophisticated method for con-
trolling expenses is to implement a benchmark-
ing program based upon the relative value units
(RVUs), Glusman says. “The advantage here is
you are able to link administrative and overhead
expenses directly to the volume and complexity
of services provided in the practice. As the vol-
ume of services increases, the benchmark expense
will increase proportionately.”

On the flip side, if the volume of services
decreases, using RVUs makes it easier to identify
costs that are out of line. 

Implementing a RVU-based benchmarking pro-
gram involves three basic steps:

• determining the practice expense RVUs
based upon the volume of services provided each
month;

• using the practice expense RVUs to calculate
the benchmark work target expense for providing
these services;

• comparing the actual expenses for the month
to the projected benchmark. 

Walking through the numbers 

To illustrate how to use RVUs, here is a case
study: 

1. Assume during September 1999, your prac-
tice provides these services: Office Visit, CPT
Code 99213, Volume 200; Office Consult, CPT
Code 99244, Volume 10; Lesion Excision, CPT
Code 11401, Volume 3.

The value of the practice expense component
of the Medicare RVUs for each procedure is:
Office Visit, CPT Code 99213, Expense RVU 0.51;
Office Consult, CPT Code 99244, Expense RVU
1.48; Lesion Excision, CPT Code 11401, Expense
RVU 1.06. (Assume the practice expense RVUs do
not include the physician compensation or the
physician work component. This information is
taken from the 1999 Medicare RVUs.)

2. Apply a conversion factor to the expense
RVUs. The conversion factor is a dollar amount
that translates the RVUs into a benchmark.
Medicare’s 1999 conversion factor is $34.73.
This is the amount that HCFA has calculated 
to determine 1999 reimbursement levels. 

“In theory, Medicare’s conversion factor has
some relationship to the resources required to
provide a particular service,” says Glusman.
“Your practice may choose a different conver-
sion factor if you have determined that your
expenses are higher or lower than the average
practice.”

3. Calculate the volume-related expense for
each service provided in September. CPT Code:
99213, Expense RVU: 0.51, April #200, Conversion
Factor: $34.73, Benchmark $3,542. 

CPT Code 99244, Expense RVU 1.48, Conver-
sion Factor $34.73, Benchmark $514. 

CPT Code 11401, Expense RVU 1.06, April #3,
Conversion Factor $34.73, Benchmark $110. 

Total Benchmark Expense: $4,166.
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4. Result: For September, 1999, the bench-
mark expense amount for this medical practice
is $4,166. If the actual expenses for the month
were below this amount, the practice would be
performing on the plus side compared to the
benchmark. 

You can also use a conversion factor that is dif-
ferent from the Medicare conversion factor. For
example, if your practice averaged operating
expenses of $15,000 per month and total practice
expense RVUs of 500 per month, its conversion
factor would be $30 per RVU. This approach sets
the benchmark at the historical average for the
practice.  ■

OIG puts death grip on
gainsharing agreements 
Physician-hospital pacts in trouble

In a surprising and controversial move, the
Office of Inspector General (OIG) has issued a

special advisory bulletin effectively prohibiting all
but one kind of so-called “gainsharing” arrange-
ment between a hospital and physicians. 

Any physicians or group practices that cur-
rently have a gainsharing contract in place — or
in negotiation — with a hospital can expect to
see that deal either terminated or placed on hold,
advise legal experts. 

Gainsharing typically includes an arrange-
ment in which a hospital gives physicians a per-
centage of any reduction in its costs for patient
care attributable to the doctor’s personal efforts.

Unlawful arrangements?

The OIG’s July 8 bulletin acknowledges hospi-
tals have a legitimate interest in enlisting physi-
cians in their efforts to eliminate unnecessary
costs and says many gainsharing arrangements
provide a benefits to both patients and hospitals.
But it also notes that such arrangements are pro-
hibited by the Civil Monetary Penalties (CMP)
statute. 

Besides gainsharing, the OIG also alerted
physicians involved in what’s often called “hos-
pital-within-a-hospital” joint ventures that these
projects may also violate anti-kickback laws and
the CMP, says Stephen Bernstein, a health care

attorney in the Boston law offices of McDermott,
Will & Emery. 

A hospital-within-a-hospital venture can range
from a freestanding specialty hospital (e.g., heart,
orthopedic, or maternity hospitals) to arrange-
ments in which a service that generates high rev-
enue (e.g., cardiology or cardiac surgery) of an
existing hospital is restructured and legally incor-
porated as a separate hospital. 

Also, many hospitals are being advised by legal
eagles to review their Medicare and Medicaid man-
aged care agreements with providers to ensure 
any efficiency-based payment incentives are in line
with federal provider incentive payment (PIP) 
regulations. 

“While we believe the OIG’s analysis is flawed,
and its conclusions erroneous, this bulletin is a
clear statement that the OIG will attempt to sanc-
tion those who continue to try to enter into gain-
sharing arrangements,” says Bernstein. 

According to the OIG, the one kind of gain-
sharing arrangement hospitals and physicians
may still enter into is a personal services contract
in which the hospital pays the physician a fixed-
fee fair market value for services rendered, rather
than a percentage of cost savings. 

Attention now has turned to Capitol Hill to see
if lawmakers can come up with new legislative
language that would permit future gainsharing
deals. 

Look for the loophole

Despite what he calls a “shocking broadside
against gainsharing,” Edward Kornreich, an
attorney with the New York City law firm of
Proskauer Rose, says there is a loophole in the
OIG’s position. According to Kornreich, the OIG
“appears to leave open the possibility that hospi-
tal programs that reward physicians for reducing
the cost of items and services provided to hospi-
tal patients would not be prohibited as long as
the programs do not reward physicians for reduc-
ing the quantity and quality of those items and
services.” 

Potentially acceptable programs not specifi-
cally mentioned by the OIG but which Kornreich
feels might fit under this umbrella include: 

• financial incentives targeted to the use of
more economical hospital supplies, such as phar-
maceuticals or medical devices; 

• the adoption of more efficient practices, such
as scheduling and the timely preparation of charts
and reports.  ■
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Coders can help thwart
Medicare ‘bounty hunters’
Here’s what you should know

Earlier this year, the government put out a
bounty on health care providers and started

offering weapons to senior citizens receiving
health care.

This bounty is a $1,000-per-case reward the
government is offering Medicare recipients to
identify fraud in the health care system. In a series
of sessions the government enlisted the American
Association of Retired Persons to hold, attendees
were given instructions by FBI agents and depu-
tized by the federal agents to report suspected
Medicare billing abuses on a toll-free hotline.

The evidence that patients may use is found on
the Medicare Summary Notice (MSN) provided
when a payment for health care has been made
on behalf of beneficiaries to a hospital or other
provider. Health care organizations should fight
back by understanding the communication tools
used by Medicare and by health service providers
to address coverage for care and who should pay
for it.

Playing a key role

Coding professionals have a key role to play
in this process, so it is important to understand
what the forms contain and how they relate to
the billing process that uses our coding system.

The law regarding Notice of Medicare benefits
is covered by Section 1804 of the Social Security
Act. The notices provided since Jan. 1, 1998,
include this explanation:

“A statement which indicates that because
errors do occur and Medicare fraud, waste, and

abuse is a significant problem, beneficiaries should
carefully check any explanation of benefits or
itemized statement furnished pursuant to section
1806 for accuracy and report any errors or ques-
tionable charges by calling a toll-free number.”

That phone number is maintained by the
Office of the Inspector General to receive com-
plaints and information about waste, fraud, and
abuse in the provision of billing of services.

Valid complaints could trigger investigation

Thus, your patients can become bounty hunters
and trigger a full-scale investigation of your orga-
nization if their complaint has validity and a pat-
tern of errant billings would emerge. For providers,
the problem almost always has its roots in coding,
whether it be an inaccurate Chargemaster with
incorrect CPT-4 code maps or inadequately trained
coding personnel.

There is good news, however, despite the vigi-
lant efforts of the government. An adequate cod-
ing compliance program and aggressive data
quality processes can prevent an attack by alert
fraud-watchers of the Medicare set.

An understanding of what is contained in the
MSN may help coding professionals become
more knowledgeable of the outcome of their
work and how it may impact the consumer.

Every provider should include reviews compar-
ing what was paid to the expected reimbursement
for a case, so that underpayments — as well as
overpayments — or other errors can be identified
and steps taken to prevent recurrence. Coding pro-
fessionals should be familiar with the various for-
mats so that this can occur efficiently.

The MSN is used to notify Medicare beneficia-
ries of action taken on intermediary and carrier
processed claims. The MSN provides the benefi-
ciary with a record of services received and the
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status of any deductibles. The MSN also informs
the beneficiary of appeal rights. 

The Medicare Intermediary furnishes an
MSN to beneficiaries in most situations to
describe health services claims made on their
behalf to participating hospitals and other types
of health care providers eligible for Medicare
Part A benefits.

The MSN replaces the following documents:

• Part A Medicare Benefit Notice, Form
HCFA 1533, also known as the Part A Notice of
Utilization sent for inpatient services

• Explanation of Medicare Benefits Notice,
sent for outpatient claims

• Form HCFA 1954, Benefit Denial Letter
(BDL) sent for partially denied claims

• Form HCFA 1955, BDL sent for totally
denied claims

Since HCFA eliminated benefit denial letters,
Medicare beneficiaries will receive the informa-
tion previously conveyed via BDLs through nar-
rative messages contained on the MSN.

Providers will no longer receive a separate
written notification, or copy of the BDL. Pro-
viders must use the coding information (such as
ANSI reason codes) conveyed via the financial
remittance advice to ascertain reasons associated
with Medicare claims determinations affecting
payment and applicable appeal rights and/or
appeals information.

Generally speaking

The MSN is specifically designed as a sum-
mary notice to beneficiaries and is intended to be
presented in an easily understood format. (See
copy of MSN, inserted in this issue.) Coding
professionals and health information managers
should note that CPT-4 codes are included in the
section where services provided are outlined for
outpatient facilities.

Providers receive a summary voucher and
check under procedures described in the Medicare
Intermediary Manual §3702. This notice replaces
the previous documents:

• Part A Medicare Benefit Notice (HCFA
1533), also known as the Part A Notice of
Utilization sent for inpatient services

• Explanation of Benefits Notices sent to the
patient for outpatient services

• HCFA 1954, Benefit Denial Letter (BDL),
sent for partially denied claims

• HCFA 1955, BDL sent for totally denied
claims

Notices are sent to beneficiaries for outpatient
and inpatient claims combined into one notice
every 31 days. The Intermediary must have the
capability to issue the MSN in Spanish, as per ben-
eficiary’s request. Since the BDLs are no longer
sent to patients, they receive this information
through narrative messages contained on the
Medicare Summary Notice.

The MSN contains the following sections:
• Help stop fraud section.
Help stop fraud messages, found in the help

stop fraud portion in the title section of the MSN,
alert beneficiaries of local fraud scams. For exam-
ple, if someone is illegally offering free food or
other service in exchange for Medicare numbers,
the Intermediary may design a message telling
beneficiaries not to give out their Medicare num-
bers in exchange for free goods or services. Since
space is limited in the help stop fraud section, the
Intermediary may use the general information
section for lengthy messages. 

• Claims processing messages.
Claims processing messages are specific mes-

sages related to the claims.They are found in the
notes section of the MSN.

• Deductible information.
Deductible information messages inform bene-

ficiaries of the status of their deductible through-
out the year. When the deductible has not been
met, the patient will be responsible for payment
for the amount up to the deductible.

• General information.
The general information section is designed

to inform beneficiaries of local health fairs and
Medicare seminars, as well as to list those mes-
sages provided and those mandated by HCFA.

• Appeals section.
The appeals section shows patients or their rep-

resentatives what to do if they disagree with the
claims decision and the time frame that would be
required to initiate the process.

Another Medicare notice form that is rou-
tinely used by hospitals to inform patients of
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Notice Of Discharge & Medicare Appeal Rights

Enrollee’s name: Date of notice:
Health insurance claim (HIC) number:
Admission date:
Attending physician:
Discharge date:
Hospital:
Health plan:

Your immediate attention is required.
Your doctor has reviewed your medical condition and has determined that you can be discharged from the 
hospital because: (check one)
■■ You no longer require inpatient hospital care.
■■ You can safely get any medical care you need in another setting.
■■ Other: (fill in details)

This also means that, if you stay in the hospital, it is likely that your hospital charges for (specify date of first
noncovered day), and thereafter will not be covered by your health plan. The hospital has developed a discharge
plan which explains any follow-up care or medications you need. If you have questions about this follow-up care,
you should discuss them with your doctor. If you have not received a discharge plan and wish to do so, please
contact your nurse, social worker, or doctor.

If you agree with your doctor’s discharge decision, you can either read further to learn more about your appeal
rights, or you can skip to the end of this notice and sign to show that you have received this notice. However, if
you disagree with your doctor’s discharge decision, Medicare gives you the right to appeal. In that case, please
continue reading to learn how to appeal a discharge decision, what happens when you appeal, and how much
money you may owe.

If you think you’re being asked to leave the hospital too soon, request an immediate review.
How do you get an immediate review?
The (name of PRO) is the name of the peer review organization — sometimes called a PRO — authorized by

Medicare to review the hospital care provided to Medicare patients. You or your authorized representative, attorney,
or court appointed guardian must contact the PRO by telephone or in writing: (Provide name, address, telephone
and fax number of the PRO.)

If you file a written request, please write, “I want an immediate review”. Your request must be made no later than
noon of the first working day after you receive this notice. The PRO will make a decision within one full working day
after it receives your request, your medical records, and any other information it needs to make a decision.

While you remain in the hospital, your health plan will continue to be responsible for paying the costs of your stay
until noon of the calendar day following the day the PRO notifies you of its official Medicare coverage decision.

What if the PRO agrees with your doctor’s decision discharge decision?
If the PRO agrees, you will be responsible for paying the cost of your hospital stay beginning at noon of the

calendar day following the day the PRO notifies you of its Medicare coverage decision.
What if the PRO disagrees with your doctor’s discharge decision?
You will not be responsible for paying the cost of your additional hospital days, except for certain convenience

services or items not covered by your health plan.
What if you don’t request an immediate review?
If you remain in the hospital and do not request an immediate review by the PRO, you may be financially

responsible for the cost of many of the services you receive beginning. (Specify date of first non-covered day.)
If you leave before (specify date of first noncovered day), you will not be responsible for the cost of care. As with

all hospitalizations, you may have to pay for certain convenience services or items not covered by your health plan.

What if you are late or miss the deadline to file for an immediate review?
If you are late or miss the noon deadline to file for an immediate review by your PRO, you may request an expe-

dited (fast) appeal from your health plan. A fast appeal means your health plan will have to review your request within

Proposed Form Language

(Continued)



non-coverage of services is being revised. There
is an Operational Policy Letter (OPL) available
via the Health Care Financing Administration
Web site (www.hcfa.gov). You may download
the OPL in either WordPerfect 6.1 or in PDF 
format. I have summarized it here for your 
reference.

There is some revised language for the Notice
of Discharge and Medicare Appeal Rights (NOD-
MAR) which previously was known as the Notice
of Noncoverage (NONC). 

This notice is used to inform beneficiaries in
advance that Medicare does not cover the service
ordered and that subsequent charges will be the
patient’s responsibility. This may include routine
preventive care, or laboratory tests that are for
screening rather than diagnostic purposes.

The sample form (see form, p. 137 and above)
appears to address only inpatient notice of
impending discharge. This letter does not make
clear how the notice would be applied to outpa-
tient facility circumstances in which non-covered
services are provided. Physicians use the Advance
Beneficiary Notice format for this purpose, but
Intermediaries require a NONC for facility use.
Some hospitals have revised this form for outpa-
tient use in addition to the inpatient notices.

HCFA received complaints stating that the lan-
guage contained in the current NONC is confus-
ing to beneficiaries enrolled in Medicare managed
care plans. In addition, the many variations of 
this notice have been reported to impose undue
administrative burdens on both health plans and
hospitals.

Therefore, HCFA has decided, after consulta-
tion with beneficiary groups, managed care plan,
and provider communities, the model language
for the NONC has been revised and its name
changed to create a more “beneficiary-friendly”
notice.

The Notice of Discharge and Medicare Appeal
Rights (NODMAR), formerly known as the
NONC, also is designed to inform Medicare
enrollees, in a more streamlined and accurate
manner, of their rights when they have received
a hospital inpatient discharge decision. The
NODMAR meets the notice requirements set
forth in the existing Medicare regulations at 42
CFR 417.440(f) and the Medicare+Choice regula-
tions at 42 CFR 422.620

HCFA says hospitals may use this model lan-
guage or develop your own, but any NODMAR
must include the following:

• the reason why inpatient care is no longer
needed;

• the effective date of the enrollee’s risk of
financial liability;

• the enrollee’s appeal rights.
Lastly, all NODMARs must be approved by

your HCFA regional office plan manager. In the
near future, HCFA will submit the model NOD-
MAR to consumer testing to ensure that enrollees
are able to understand their rights and how to
exercise them when necessary. 

Upon completion of this testing with beneficia-
ries, HCFA intends to develop this model language
into a standardized NODMAR form and proceed
with the OMB clearance process.  ■
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72 hours. However, you will not have automatic financial protection during the course of your appeal. This means you
could be responsible for paying the costs of your hospital stay beginning (specify date of first noncovered day).

How do you request a fast appeal?
You may call or fax your request to your health plan: (Provide name of health plan, address, telephone, and

fax number.)
If you filed a request for immediate PRO review but were late in filing the request, the PRO will forward your

request to your health plan as a request for a fast appeal.
If you’re filing a written request, please write, “I want a fast appeal.” If you or any doctor asks your health plan

to give you a fast appeal, your health plan must process your appeal within 72 hours of your request.
Your health plan may take up to 14 extra calendar days to make a decision if you request an extension or if

your health plan can justify how the extra days will benefit you. For example, you should request an extension if
you believe that you or your health plan needs more time to gather additional medical information. Keep in mind
that you may end up paying for this extended hospital stay.

Please sign to let us know you have received this notice of discharge and appeal rights. By signing this notice,
you do not give up your right to appeal this discharge.

(date and signature of Medicare enrollee or authorized representative)

cc: Health plan



Medicare carriers fail
fraud and abuse audit 
Fines total at least $235 million

The Health Care Financing Administration
(HCFA) needs to better police its own fraud

cops, states a recent report by the General
Accounting Office (GAO). 

The GAO found that at least six HCFA con-
tractors have been forced to pay at least $235
million in civil and criminal penalties since 1993.
Reasons for these penalties range from improper
payment of claims, destroying or deleting back-
logged claims, and failing to recoup money
owed Medicare to manufacturing documenta-
tion to support claims payments that should
have been rejected.

Meanwhile, all of the contractors reviewed by
the GAO failed to completely document the
amount of money providers owed Medicare due
to overpayments and claims that should have
been paid by other insurers, found the July 15
study. 

The reimbursement downside: Intermediaries
are likely to feel they have to be more aggressive
in challenging payments to protect their adminis-
trative backsides now that the GAO has put these
problems on the record.

HCFA also is asking Congress for authority to
impose stiffer penalties, which would make it
easier to take work away from contractors who
fail to protect Medicare funds. That also would
allow the agency and not institutional providers
to select financial intermediaries. 

HCFA contractors were regularly “misusing
government funds and actively trying to conceal
their actions,’’ agrees a companion report by the
Office of Inspector General. 

The contractors cited by the GAO were respon-
sible for paying providers on the fee-for-service
side of the Medicare program.

One reason contractors were able “to dupe’’
HCFA for so long was the agency “routinely
gave them advance warning about the dates of
any reviews and about the records the agency
wanted to review,’’ says Rep. Thomas Bliley, (R-
VA), chairman of the House Commerce Commit-
tee. “In some cases, contractors prepared bogus
documents to falsely demonstrate superior per-
formance for which Medicare rewarded them
with bonuses and additional contracts.” 

Just 10 days after the GAO’s report was issued,
three Medicare contractors pleaded guilty to
criminal charges and agreed to pay a total of $1.5
million in fines, plus $12 million in civil liability
under the False Claims Act, in U.S. District Court
in Santa Fe, NM. 

Blue Cross and Blue Shield of Colorado and
New Mexico Blue Cross and Blue Shield each
pleaded guilty to two counts of obstruction of a
federal audit and conspiracy to obstruct a federal
audit after “admitting they concealed evidence
of poor performance from federal auditors,” said
Justice Department officials. Rocky Mountain
Health Care Corp. in Denver also pleaded guilty
to one count of conspiring to obstruct a federal
audit. 

The audit as leverage

Various provider groups have been quick to
use the GAO report as leverage to press for
reforms in current reimbursement and claim
review procedures.

“Physicians, in general, have good reason to
be concerned with the findings . . . because the
federal government relies on the judgment of
these contractors in determining whether a claim
should be paid or not, and also whether a partic-
ular physician should be placed under prepay-
ment review, and/or be investigated for fraud,”
the American College of Physicians-American
Society of Internal Medicine told the House
Subcommittee on Oversight and Investigations
in July.

According to informed sources, various provider
groups have met regularly with the OIG over the
past several months to express concerns about some
of the government’s fraud programs and work out
reforms in claim review procedures.

Some of their goals include: 
• Eliminate, or tone down, the joint govern-

ment-American Association of Retired Persons
“Who Pays? You Pay!” campaign. Many health
care experts feel that the program implies that
most physicians are guilty of fraud and abuse,
and trains and encourages patients to be on the
lookout for suspicious billing behavior by their
doctor.

• Target providers for medical reviews more
appropriately. Carriers should use detailed statis-
tical analyses of severity-adjusted provider billing
patterns to identify true outliers. Those outliers
who do not exhibit egregious behavior should
receive educational coding assistance before being
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subjected to comprehensive audits. 
• Standardize the payment process. HCFA

should clearly communicate to physicians how
carriers will conduct medical reviews. 

• Improve training. The agency should con-
duct more and better training of carriers’ medical
review staff so those conducting reviews are
qualified to make complicated decisions on med-
ical necessity and distinguish between different
levels of evaluation and management services.
Carrier-initiated medical review should be fur-
nished by a physician licensed in the same spe-
cialty as the physician whose claim is under
review. Also, appeal of overpayment requests
over a certain monetary threshold should be con-
ducted by an independent organization such as
the state peer review organization. 

• Discontinue random prepayment review of
evaluation and management service claims by
carriers. However, if HCFA continues to mandate
random prepayment review, carriers should
share the results with the physician community
in a meaningful way (i.e. reported by specialty
and geographic area). 

• Improve post-payment review process so
physicians do not feel coerced into accepting set-
tlements with carriers. 

• Institute a system of independent checks
and balances on carrier self-audits. For instance,
this might include allowing state medical spe-
cialty societies to review a sample of claims to see
if they agree or disagree with carriers’ interpreta-
tion on documentation of medical necessity and
coding.  ■
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Constant communication
helps office run smoothly
Flowcharts track how the business works

For a physician’s office to run smoothly, it’s
not enough for people to just concentrate 

on doing their jobs, says Jeannette Perich, CPA.
Instead, staff must work together and under-
stand how what they do affects the rest of the
staff, says Perich, administrator of the Fort
Collins (CO) Youth Clinic.

Along with customer service for patients, Perich
stresses internal customer service among staff to
ensure the service delivery system works smoothly.
The clinic has implemented strategies to promote
better communication among staff. These include
regular meetings at which staff members share
knowledge and ideas and using flowcharts as a
communication tool to allow individuals to see the
impact of their actions on the rest of the operation.

“So many times, people get caught in their own
little area and don’t realize the impact they have
on other people,” she says.

That’s why Perich uses flowcharts to give staff
an idea of how the business systems work and
how their part fits into the entire process.

“We were looking at processes and trying to see
where bottlenecks happen in the practice. It’s help-
ful for the staff to see where they fit in,” Perich
says. 

For instance, one flowchart, “Life Cycle of a Fee
Sheet,” tracks the path of the fee sheet from the
time a patient is scheduled for an appointment

through the time the account is paid. (See flow-
chart, p. 141.)

“This helped the people at the front desk under-
stand that if we don’t have good demographic
information and good insurance information, we
can’t bill out. Our staff has a better understanding
of the whole picture and how the entire process
works,” Perich adds.

For instance, by studying the flowchart, employ-
ees can see how benefits are sometimes denied
because the patients are no longer covered by a cer-
tain plan, Perich says. “Then we have to start all
over again and resubmit the claim, and this is bad
for the cash flow.”

Another flowchart traces telephone calls, how
they are routed, and what decisions need to be
made to route the calls. Another tracks the patient
visit and details who comes into contact with the
patients and how their actions affect the patients. 

For the fee sheet project, Perich started the pro-
cess by asking a staff person to write out the
entire process of how a fee sheet moves through
the practice. After the process was written out,
Perich went back to each member of the staff who
handles the fee sheet to make sure it was correct.
Then she used an off-the-shelf flowchart software
program to create a document that was easily
understandable to the staff.

“Putting it in flowchart form makes it much eas-
ier to read. People get turned off by long narra-
tives, and they tend not to read them,” Perich says.

Perich meets once a week with all the man-
agers in the office. This includes managers in the
business office, nursing, lab, and transcription
areas. The entire staff of 63 meets for lunch once
a month. The staff includes eight physicians, four





didn’t think it would make any difference to the
rest of the staff.

“As soon as it was mentioned, about four peo-
ple here spoke up about how it would impact
their departments,” she adds.  ■

HCFA announces co verage chang es
The following new Health Care Financing

Administration (HCFA) coverage policies took
effect July 1:

❒ Hepatitis C virus testing. Reimbursement
for patients thought to have been exposed to hep-
atitis C infected blood.

❒ PET scans. Expanded coverage to include
detection and localization of colorectal cancer;
staging and characterization of lymphoma when
used instead of a lymphangiogram or gallium
scan; and staging of recurrent melanoma before
surgery. 

❒ Transmyocardial laser revascularization.
Limited coverage now provided.

❒ Enhanced external counterpulsation.
Limited coverage allowed with $1,500 annual per
patient ceiling. 

❒ Cardiac output monitoring by electrical
bioimpedance. Coverage limited unless medi-
cally justified. 

❒ Cryosurgery of the prostate. Covered for
patients with clinically localized prostate cancer,
stages T1-T3. However, not covered when for
surgery of last resort.

❒ Implanted automatic defibrillators.
Expanded coverage for the following condi-
tions: documented episodes of cardiac arrest
from ventricular fibrillation not due to transient
or reversible causes; ventricular tachyarrhyth-
mia, either spontaneous or induced, not due to

transient or reversible causes; and familial or
inherited causes placing patient at high risk for
life-threatening tachyarrythmias.  

Y2K payment polic y could trip up docs
HCFA insists that even if there is a Y2K com-

puter meltdown, providers will receive their reg-
ular Medicare payments. 

But there’s a catch: A new HCFA policy says
you must submit proof you’ve been providing
Medicare services for at least one year — a previ-
ously submitted bill, for instance — before get-
ting paid. 

This requirement only goes into effect if HCFA’s
computer system crashes after New Year’s Day.
Agency officials say they need to install this poten-
tial added payment hurdle to prevent con artists
from taking advantage of any Y2K glitches to bilk
the system.

Remember, HCFA plans to make its normal
Jan. 1 payment and coverage updates on Jan. 17,
retroactive to 1/1/2000, to avoid possible com-
puter problems. Also, to avoid potential compli-
cations, HCFA is delaying its regular Oct. 1 target
date for implementing new ICD-9-CM codes for a
year, so there will be no new codes introduced
until October 2000.  

Do you ha ve the E/M b lues?
Not everyone is happy with the new suggested

evaluation and management (E/M) coding guide-
lines proposed to HCFA in June by the American
Medical Association’s Current Procedural Termin-
ology editorial panel. 

While the proposed changes attempt to soften
the so-called counting mandate by permitting
specialists to create customized lists of examina-
tion elements, some physicians remain admit-
tedly opposed to any kind of counting criteria.
The counting standards require physicians to
enumerate various aspects of office visits. Provi-
ders must then apply the results to a matrix to
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determine the appropriate code to denote the
level of service rendered in Medicare — and
many private payer — claims. 

While HCFA field-tests the new E/M codes in
California this fall, physicians can use either the
1995 or 1997 version of the guidelines. 

Meanwhile, opponents of the current proposal
say if they don’t like HCFA’s post-test-drive rec-
ommendations, they’re ready to raise another
ruckus in favor of trashing the guidelines and
starting the process all over.  

HCFA calls a halt to b lack box edits
HCFA says it will close the lid on future black

box edits. The agency responded to complaints
that providers were left in the dark because HCFA
could not release the edits used by Atlanta’s HBO
& Company, a private contractor hired to review
Medicare claims. HBOC considers its edit proto-
cols to be proprietary information. 

HCFA told the American Medical Association
that from this point forward, HCFA will “seek
out contracts” that do not contain similar confi-
dentiality restrictions.  

Medical necessity document polic y clarified
HCFA has ruled that certificates of medical

necessity cover letters are documents separate
from the certificates themselves and not attach-
ments. This overturns an interpretation by Region
B Durable Medical Equipment Regional Carrier
that said cover letters are attachments and in turn
are subject to review in a post-payment audit. 

Legislation sponsored by Rep. James Ramstad
(R-MN) would require HCFA to update national
Medicare procedure codes quarterly rather than
annually for new medical technology. This would
speed reimbursement and use of new technolo-
gies because Medicare cannot pay a claim until a
code is assigned, says Ramstad. 

Meanwhile, look for more debate in coming
months over the definition of medical necessity. By
April 2000, HCFA hopes to stop using this blanket
term when denying claims in favor of more a spe-
cific explanation. The American Medical Associa-
tion (AMA) is trying to decide whether to change
the definition to include to include rehabilitative
services. While there seems to be enough support
within the AMA to make the change, political real-
ities make it hard to do.

HCFA requests ‘incident to’ chang es
Concerned about possible fraud problems,

HCFA wants Congress to reduce the billing of
“incident to” services under Medicare. Incident-
to billing permits Medicare payments at physician
rates for services furnished by limited-license
physicians and individuals with no Medicare
practitioner coverage. HCFA wants the physician
work component of a physician’s service be per-
sonally performed by the physician, thereby
reducing the amount of incident-to billing. Non-
physician practitioners who bill Medicare directly
are not affected.  

Expect Medicare patient migration
Look for significant movement of Medicare

patients next January when 99 Medicare+Choice
plans will reduce or abandon service areas. This
will affect nearly 250,000 Medicare seniors, and
nearly 80,000 managed Medicare clients may opt
for traditional fee-for-service programs. 

These latest moves are setting up a fall legisla-
tive free-for-all around the need to postpone
implementation of HCFA’s Medicare+Choice
proposed risk-adjuster. An idea which House
Ways & Means/Health Subcommittee chair Rep.
Bill Thomas (R-Calif) seems to like.

On July 1, when M+C plans submitted their
adjusted community rate proposals for year 2000,
41 plans withdrew from the Medicare program
entirely, while 58 reduced their service areas.
Overall, about 5% of the total 6.2 million M+C
enrollees were affected, HCFA estimates. Plans
must notify beneficiaries of their options by Sept.
15. Withdrawals take effect Jan. 1, 2000.

While 33 states will experience managed
Medicare reductions and withdrawals, Louisiana,
Maryland, Virginia, and Florida are each expected
to have over 10,000 seniors return to traditional
Medicare, according to HCFA. States most affected
by the M+C beneficiary changes are New York
(39,000), Louisiana (34,000), Texas (32,000), Arizona
(31,000), and Florida (29,000). 

The American Association of Health Plans, an
HMO lobbying group, says Medicare HMO are
pulling out of the program because they are not
paid enough. Noting a PricewaterhouseCoopers
analysis, AAHP estimates that 46% of beneficia-
ries live in areas where Medicare+Choice pay-
ments will increase by 2% or less after risk
adjustment. Some 69% of beneficiaries live in
areas where payments will increase by 4%, or
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less. By contrast, Medicare fee-for-service spend-
ing is expected to grow at nearly 6% next year. 

HCFA counters by pointing to a recent GAO
report finding M+C reimbursement rates are
“more than adequate,” while some plans may
even be over paid.  

Brace f or impact fr om Medicare ref orm
President Clinton’s recently proposed Medicare

reform plan could have a significant impact on
medical groups — but experts are not exactly sure
what it will be because so many of the plan’s par-
ticulars are “still to come.”

For instance, the administration wants to:
• Allow HCFA to negotiate alternative flexible

administrative arrangements with providers and
suppliers such as simplifying claims processing,
reducing billing payment cycle time, and alterna-
tive claims and cost settlement processing. 

The downside: These simplification measures,
however, would only benefit providers willing to
offer price discounts to Medicare and demonstrate
“better” performance and “higher” quality,” notes
an analysis of the proposal by the Medical Group
Management Association in Englewood, CO. 

• Authorize bonus payments for large physi-
cian group practices. The question is if the yet
unknown accompanying paperwork burden will
outweigh potential financial incentives.

• Create a Medicare preferred provider option
(PPO). 

Interesting, but MGMA notes the PPO pro-
posal comes with more questions than answers.
For instance, would only a segment of beneficia-
ries have the PPO option? Would this provision
force providers to contract with managed care
entities? Would this influence provider contracts
with existing managed care PPOs?  

Trends to watc h for
• Florida physicians must place a copy of their

fingerprints on file so the FBI can run background
checks on them. 

• Ohio indicts a doctor for prescribing various
drugs, including Viagra, over the Internet without
first meeting patients. Law enforcement says such
practices constitute drug trafficking. Meanwhile,
there are calls on Capitol Hill to severely restrict —
or even outlaw altogether — Internet Rxing by
docs.  ■
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